
r easonab lere imbursemen tra t e .Thesehosp i t a l ssha l lhavethe i rr a t e s  
ca l cu la t ed  acco rd ing  to the fol lowing method:  

1. 	 Hospitalsfailing to complywi ththeabovedead l inessha l lsubmi t  
t h e i ra c t u a l  costs and/orvolumeprojec t ionsandotherrequi red  
informat ion  to t h e  D e p a r t m e n t  in a condi t ionsui tab leforent ry  
i n t o  t h e  d a t a  b a s e  n o  l a t e r  t h a n  t h i r t y  c a l e n d a r  d a y s  s u b s e q u e n t  t o  
the  r e spec t ive  dead l ines .  No Globa l  Ra te  sha l l  be  ca l cu la t ed  fo r  
these  hospi ta l s .  The  hospi ta l ' s  Proposed  Al te rna t ive  Rate  sha l l  be  

o f  au tomat i c  i nc reasesdevoid of anythe  managemen t  tha t  
wi l lca lcu la ted  o ther  annormal ly  be  for  hospi ta l srece iv ing  


A l t e r n a t e  R a t e  in accordance  wi th  Sec t ion  11 of these Guidelines.  

In lieu of thesenormal lya l lowedmanagementincreases ,the  

hospi ta l  wil l  be  required to  d o c u m e n t  t h e  n e e d  for each  manage  

m e n t  i n c r e a s e  at the  de t a i l ed  r ev iew wi th  the  Ana lys t  be fo re  such  

increasesmaybeinc ludedintheAdminis t ra t ivePaymentRate .  

Thehospi ta lmayappealthe  rate so es tab l i shed  to t h eH e a r i n g - 


TheOfficerinaccordancewithSect ion 14 (below). Proposed 
Al t e rna te  Ra te  wi l l  no t  be  ca l cu la t ed  for the  hosp i t a l s  hav ing  l a t e  
submiss ions  unt i l  a f te r  a l l  o ther  hospi ta l s  proceeding  under  normal  
rev iew process  have  rece ived  the i r  rate. 

2. 	 Shouldthehospi ta l  fail to  s u b m i ti t s  actual cos t sand /o rvo lume  
pro jec t ions ,  and  o ther  requi red  informat ion  to t h e  D e p a r t m e n t  in 
a c o n d i t i o n  s u i t a b l e  f o r  e n t r y  i n t o  t h e  d a t a  b a s e  as s t ipu la t ed  in 1. 
above ,i t s  1982 la tes tapprovedbudget(GlobalRate ,Proposed  
Al te rna t ive  Rate ,  Adminis t ra t ive  Payment  Rate  or  F ina l  Adminis 
t r a t iveRa te )inc reasedby  Yi o ft h e  1983 economicfac to rsha l l  
b e c o m e  i t s  F i n a l  A d m i n i s t r a t i v e  R a t e  for 1983. The hospi ta l  wil l  
n o t  b e  e n t i t l e d  to  an appea l  of th i s  ra te .  The  1983 Final Approved 
Ra te  wi l l  be  ad jus t ed  fo r  t he  i t ems  spec i f i ed  in Section 15. 

C. 	 Foranyhospi ta lproceedingunderthenormalmethodologywhichhas  
r eques t edanAl te rna teRa te ,  a d a t e  for thede ta i l edrev iewwi ththe  
Analys t  sha l l  be  set within s ixty (60) workin days of t h e  i s s u a n c e  of t h e  
Proposed  Al te rna te  Rate .  At  leas t  ten (107 workingdaysprior  to t h e  
d a t e  so es t ab l i shed  the  hosp i t a l  mus t  submi t  wr i t t en  documen ta t ion  of 
all i t e m s  to bediscussed.Thisdocumentat ionwil lspecifyeachi tem,  
t h e  costs a s soc ia t ed  wi th  the  i t em,  and  the  hosp i t a l ' s  r a t iona le  fo r  t he  
request .Shouldthehospi ta lfa i l  to s u b m i tt h ed o c u m e n t a t i o n  in t h e  
a l l o t t e dt i m e  or f a i l  to appea ronthees t ab l i shedda te ,i tsha l lhave  
fo r f e i t edi t sr igh t  to anappea l ,andtheProposedAl terna teRatewi l l  
become the  F ina l  Adminis t ra t ive  Rate .  

At the  Analys t  Review,  the  Analys t  sha l l  ind ica te  which  i tems  are  not  
suppor ted  by suf f ic ien tdocumenta t ion .Thehospi ta lmustfurn ishthe  
necessarydocumenta t ionwi th inten(10)workingdays  for i tt ob e  
considered.Followingreceipt of t h i sd o c u m e n t a t i o n ,t h eD e p a r t m e n t  
sha l l  ne i the r  r eques t  nor r equ i r e  fu r the r  documen ta t ion  and  sha l l  i s sue  
the  Admin i s t r a t ive  Paymen t  Ra te  wi th in  th i r ty  (30 )  work ing  days .  

Shouldthehospi ta lpursueanappeal  of t h eA d m i n i s t r a t i v eP a y m e n t  
Rateprovided  for below(Sect ion 141, t h eh o s p i t a lm a y  not submi t  
documen ta t iono the rthantha tp rov ided  to theAna lys tun le s sthe  



-- D. 


E. 

hosp i t a lcandemons t r a t etheex i s t ence  of goodcause  for f a i l u r et o  
p rov ide  the  documen ta t ion  to  the  Ana lys t  w i th in  the  dead l ines  set fo r th  
above.  

Reques t s  for addi t iona l  costs fo r  managemen t  changes  mus t  be  ju s t i f i ed  
by a fu l l  p re sen ta t ion  of t h e  d o l l a r  v a l u e  of t h e  cost, the  dol la r  va lue  of  
t h e  b e n e f i t s  a n d  a comple t e  exp lana t ion  of any  o the r  bene f i t s  r e su l t i ng  
f rom the  p rogram which  canno t  be  g iven  a dollar value.  

In all cases in  an  Payment  i swhichAdminis t ra t ive  Ratei ssued  
fo l lowing  the  de t a i l ed  r ev iew,  the  hosp i t a l  sha l l  have  f ive  ( 5 )  working 
d a y s  a f t e r  n o t i f i c a t i o n  inwhich to v e r i f y  t h e  a c c u r a c y  o f  t h e  c a l c u l a 
t i o no nt h er a t es c h e d u l e sa n d  to n o t i f yt h eD e p a r t m e n t  of any  
co r rec t ions  to bemade .Af te rth i st imetheAdmin i s t r a t ivePaymen t  
Ra te  sha l l  be  i s sued  pu r suan t  to Sec t ion  6 ,  B., 12. 

If a hospi ta l  fails to submi t  i t s  1982  Ac tua l  da t a  by  Apr i l  30, 1953, and 
is  unable  to jus t i fy  the  de lay  or  non-submiss ion ,  i t s  1983 per  diem wil l  
be  r educed  by  f ive  pe rcen t  ( 5 % )  e f f e c t i v e  t h e  first day  of each month,  
unt i lthesubmission is r ece ived  by  the  Depar tmen t .  Th i s  r educed  r a t e  
sha l lr ema inine f fec tun t i lt heAc tua l  data has beenprocessedand 
found su i tab le  for e n t r y  i n t o  t h e  1 9 8 2  A c t u a l  d a t a  b a s e .  O n c e  t h e  d a t a  
i s  approved  for e n t r y  i n t o  t h e  d a t a  b a s e  t h e  r e d u c e d  p e r  d i e m  r a t e  w i l l  
bere t roac t ive lyinc reased  to t h el a t e s tr a t e  a p p r o v e d  b y  t h e  D e p a r t 
ment .  The  hospi ta l  i s  a l lowed to s u b m i t  c o r r e c t i o n s  a n d  c h a n g e s  to i t s  
1982 a c t u a l  d a t a ,  r e s u l t i n g  f r o m  t h e  c e r t i f i e d  a c t u a l  a u d i t ,  s u b s e q u e n t  
to Apri l  30, 1983, but prior to t h e  date es t ab l i shed  fo r  de t e rmina t ion  of 
the  1984  da ta  base .  

Audit ing of C o s t s  

A t  a mutua l lyag reedupont ime ,theDepar tmen tmayper fo rm a 
de ta i ledon-s i terev iew of costs a n ds t a t i s t i c s  to ve r i fycons i s t en t  
r epor t ing  of da t aandex t rao rd ina ryva r i a t ions  in data. Thehosp i t a l  
may  ask t h e  D e p a r t m e n t  to recons ider  i t s  f ind ings ,  and  the  Direc tor  of 
Heal th  Economics Services  wil l  render  a decision. This decision may be  
appea led  accord ing  to the  Adminis t ra t ive  appea l  process  as definedin 
Section14below.NothinginthisSectionmodifies,  in anyway ,the  
r igh tsany  par ty  to conduc t  own  pe rof  th i rd  i t s  aud i t  con t r ac t  
a g r e e m e n t  a n d / o r  legal requi rements .  

5. MethodologyforCalculat ingGlobalRates  

A. 	 A 1983 Global Rate will b e  deve lopedfromthehospi ta l ' s  1982 Global 
Budgetes tab l i shedpursuant  to the1982SHAREGuidel ines .Accept
a n c e  of the  1983  Globa l  Ra te  sha l l  cons t i t u t e  a waiver  of any  r igh t  of 
a p p e a l  c o n c e r n i n g  t h e  1 9 8 3  r a t e  a n d  n o  a d j u s t m e n t s  to any  p r io r  yea r  
s h a l l  a f f e c t  t h e  I 9 8 3  G l o b a l  R a t e .  

1. 	 Hospitalsel igible  for a G l o b a lR a t e  (see Sect ion  4 3 .  above)wil l  
b e  g i v e n  a n  a u t o m a t i c  p e r c e n t a g e  i n c r e a s e  to i t s  ad jus ted  approv
ed 1982 Global  Budget .  The percentage increase wil l  provide for :  

economic  factors tha ta. 	 Genera l  w i l l  be c o m m o n  t o  a l l  
hospitals, plus, 



-- 

b. Anaddi t iona lfac tor  to provide  for t h ei n c r e a s e s  in m a n a g e  
mentchanges( theywi l lvarybyhospi ta l  as descr ibed  In . Sect ion  5.A. ( 6 )  below). 

2. 	 Theadjustedapproved1982GlobalBudget  wil l  b ec a l c u l a t e d  by 
ad jus t ing  the  1982 Global  Budget  es tab l i shed  for  the  hospi ta l s  on  
December  1, 1981,  by the fol low factors :  

a. 	 A vo lumead jus tmen t  will b ec a l c u l a t e do nt h ev a r i a n c e s  
b e t w e e n  1982 budge tedvo lumesandthe  1983 pro jec ted  
volumes  us ing  volume var iances  as de ta i l ed  in Exhibit 1. 

bo 	 Thereasonab lecos t sfo rl ega l lyrequ i r edchangesmade  in 
1982 t h a t  w e r e  o r  were notincludedintheapproved 1982 
Global approved budget.  

- -. 

c. 	 Dif fe rencebe tweenthe  1982 approvedandthei983reason
a b l e  costs for: 

In t e re s t  
Deprec ia t ion. 	 Non-depar tment  and  lease 

Malp rac t i ce  
Ut i l i t i es  

de T h e  a m o u n t s  t h a t  w e r e  or w e r e  n o t  to be  inco rpora t ed  in t h e  
' or 1983 G l o b a lR a t e s  to provide  for specialand/ornon

recurr ing s i tuat ions.  

e. 	 Shi f t s  in cost to / f romhosp i t a l sf rom/ too the rp rov ide r s  of 
h e a l t h  c a r e .  

3. T h e  a d j u s t m e n tp e r c e n t a g e  d e s c r i b e d  in Paragraph  1 will  b e  
appl ied  to a l le x p e n s ei t e m se x c e p ti n t e r e s t ,n o n - d e p a r t m e n t a l  

and  ma lp rac t i ce ,  and ut i l i t ies .dep rec i a t ionlease ,  Hospi ta ls  
des i r ing  ad jus tmen t s  i n t e re s t  dep rec i a t ionadd i t iona l  fo r  and  
a b o v e  t h e  a m o u n t  a p p r o v e d  in the  1982  Globa l  Ra te  shou ld  submi t  
a fo rma lreques t  to t h eD e p a r t m e n t  of Hea l thtoge the rwi th  
appropr i a t e  suppor t ing  da ta  by  Ju ly  31 ,  1982. 

4. 	 S e p a r a t ea d j u s t m e n t s  also wi l lbemade  to a n n u a l i z et h e  effect of 
a p p r o v e dc e r t i f i c a t e  of Needitemsnotalreadycoveredin2.c.  
aboveando the r  legal changes notinc luded  in t h e  1982 Global 
Xist-e. 

f 



5. 	 The hosp i t a l ' sspec i f i cad jus tmen t sca r r i edou t  in a c c o r d a n c e  with 
s e c t i o n  5.A,1.5. above  es tab l i shes  t h e  r easonab le  inc rease  in COSTS 
for m a n a g e m e n t  c h a n g e s  in lieu of The m a n a g e m e n t  r e q u e s t  a n d  

p rocedureex i s t ed  Rareinapprova l  t ha t  p rev iousRev iew 
Guidelines. 

a. 

b. 

C. 


d. 

e. 

f. 


for hospitalshaving !9S1 a c t u a l  costs equal  to o r  less Than 
95.0% of the  med ian  in all t h r e e  L e v e l  I c l u s t e r s  s t a t e w i d e  
p a t i e n t  c a r e  c l u s t e r  costs per  pa t i en t  day ,  s t a t e w i d e  general 
se rv i cesc lus t e r  costs pe rpa t i en t  day, a d  category a n c i l  
l a r yc l u s t e rc o s t sp e ra d m i s s i o n  :he non-physician costs 
wil l  be increased  5s  T W O  pe rcen t  (2%). 

For hospitalshaving i9Sl  a c t u a l  costs equal to or less than 
t h em e d i a n  in a l lThreeLevel  I c l u s t e r  The non-physician 
COSTS w i l l  be increased  by o n e  a n a  o n e - h a l f  p e r c e n t  (I.'6%). -

Forhospitalshaving !9SI a c t u a l  costs equal  to or less than 
195% of :he median in 311 t h r e eL e v e l  I c l u s t e r st h en o n 
phys ic ian  COSTS wi l l  be  increased  by o n e  p e r c e n t  (1%). 

for hospitals having 1951 a c t u a l  COSTS equa l  to or less Than 
110% of :hemedianinal lthreelevel  I c l u s t e r s  The nor.
phys ic ian  cos ts  w i l l  be  increased  by one-ha l f  percent  t!'z%). 

For all other hospitals t h e  non-physician costs .,.vi11 no: b e  
increased .  

The physicIan port ion of :he h o s p i t a l s  COSTS wil l  be increas
ed by one-half  (?I) a i  The f a c a r  applied to t h e  no!>
phys ic i ans  po r t ion  

. .  
/'. 

6 .  	 T h e  budge t s  for physicianandnon-physiciancosts  wi l l  be adjusted 
separatelyindividualcei l ingswil lapply,2ndThere w i l l  >e no  
ne t t ing  of COSTS b e t w e e  these two p o r t i o n s  

6 .  

A. 	 A hospital may request an a l t e r n a t e  rate b a e d  on :he SHARE rate 
review methodology by notifying :he c o o r d i n a t o r  hospital ?ate setting 
u n i t  health EconomicsServices ,  Sew J e r s e yS t a t ed e p a r t m e n t  01 

Heal th ,  CN 360, t r e n t o n  new jersey 08625, by certified mail on x 
november  I ,  1982. T h e  suchbe fo re  D e p a r t m e n t  w i l l  no t i fy  each  

hospi ta l  of ,  its proposed Alterf lare  Raze established u n d e rt h e  SHARE 
methodology on or before December 15, !982. T h e  a l t e r n a t e  Rate wil l  



- -  be  developed  in  accordance  wi th  the  process  descr ibed  in the  pa rag raph  

belowandcanbeappealed as providedinthisregulat ion.There is no  

a s s u r a n c et h a tt h eA l t e r n a t eR a t e  so developedwi l lbeequaltoor  

grea te r  t han  the  Globa l  Ra te  in i t i a l ly  deve loped .  Once  the  hosp i t a l  has  

r eques t edanAl te rna teRa te ,th i sr a t ewi l lbees t ab l i shedandimple  

mented .  


B. A ProposedAl terna teRarewi l lbedevelopedfromthefo l lowing:  

l e v e l  of t h e  a c t u a l  f o r1. 	 T e s t s  at t h e  cost c e n t e r  1 9 8 1  c o s t s  
presumptivereasonableness  will  bedoneus ingpeercompar isons  
of 1 9 8 1a c t u a ld a t a .T h e1 9 8 1c o s t st h a ta r en o ta c c e p t e d  as 
presumpt ive lyreasonablewi l lbedeductedf romthebaseper iod  
cos t s  be fo re  pe r fo rming  subsequen t  r ev iew s t eps .  

2. 	 The1981Actua lcos tsrev ised  for baseperiodchal lenges,wil l  be  
ad jus tedforvolumeprojec t ions  for  1983 admiss ionsandpat ien t  
days  in acco rdance  wi th  Sec t ion  9 below. 

industry-wide3. 	 An economic factor as descr ibed  in Sec t ion  L O  
below,willbeappliedglobally to ac tua lexpenses ,ad jus t ed  in 
acco rdance  wi th  1 and  2 above. 

4. 	 Thehospi ta lwi l lbegiven  an a u t o m a t i ca d j u s t m e n tt o  its 1981 
Actua l  costs, ad jus t ed  in acco rdancewi th  1 and 3 above ,  t o  
provide for managemen t  inc reases  in  acco rdance  wi th  Sec t ion  
below.  Should the hospi ta l  determine that  the al lowed increase is 
insuf f ic ien t ,thehospi ta l  will berequ i r ed  to d o c u m e n tt h en e e d  
for  addi t iona l  costs. No fu r the r  ad jus tmen t  w i l l  be  a l lowed  un t i l  
t hehosp i t a lcanjus t i fytheneed  for a l l  of t h em a n a g e m e n t  
inc reases  a l lowed  in t h e  t o t a l  a p p r o v e d  costs. Should , the hospi ta l  
a t t e m p t  to d o c u m e n t  t h e  n e e d  for addi t iona l  monies  for  manage
m e n ti n c r e a s e ,a n d / o rs e e ka ni n c r e a s e  of i t scove redinpa t i en t  
costs, e x c e p t  as descr ibed in Sec t ion  G-16, i t  is a t  r i skfo rthe  
mon ies  a l lowed  th rough  the  au tomat i c  ad jus tmen t .  

\ 	
Forexample ,  a hosp i t a lmayde te rmine  i t  requi resanincrease  
of $100,000 in a a r t i cu la r  cost cen te r  wh ich  has  on ly  been  g iven  
a ni n c r e a s e  of 530,000 th roughthenorma lme thodo logy .Tha t  
s a m e  h o s p i t a l  m a y  h a v e  b e e n  g i v e n  an au tomat i c  g loba l  manage 
men t  i nc rease  to t a l ing  $250,000. No add i t iona l  cos t s  w i l l  be  g iven  
in t h e  c e n t e r  requiring t h e  $ l C O , O O O  ad jus tmen t  un t i l  t he  need  for 
a l l  of theal lowed !250,900 hasbeenexplained.Shouldthe 
hosp i t a l  subs t an t i a t e  t he  need  fo r  on ly  $200,000 of t h e  a u t o m a t i c  
ad jus tment ,theremain ing  $50,000 wi l lbededuc tedf romthe  
approved costs.  

11 



- -  

-

..,:a * iona lmonies  for management c h a n g e s  must be s u b m i t t e d  to The ..., < .,

;S.r Analyst i na c c o r d a n c ew i t ht h e  t ime f r ame-es t ab l i shed  for t h e  
.+,, . 1 . de ta i l ed  r ev iew (Sec t ion  4.C.). 

a n yr e q u e s t  for addi t ional  costs r e l a t e d  to l ega l /managemen t  
changesapproved  in1982Adminis t ra t ivePaymentRareandnot  
included in t h e  a m o u n t s  f o r  t h e  a u t o m a t i c  a d j u s t m e n t s  d e s c r i b e d  
above  will becons idered  by t h ea n a l y s t  A ?resumpt ion  of 
reasonableness  of These casts  wil l  prevai l  in those  ins tances  where  
al l  condi t ions remain equal .  

Over-expendi turesin 1981 whicha reincur redbythehosp i t a l  
w i thou ttheapprova lo ftheDepar tmen tcanno tbeappea led  in 
1933. These  expend i tu re s  were  de t e rmined  10 be  unreasonable  in  
1981 andthehosp i t a lhadtheoppor tun i ty  t o  appea lthesechal - 
lenges at t h ed e t a i l e dA n a l y s tr e v i e wa n dt h eh e a r i n g  officer 
appea l  These  expend i tu re s  may  be  spec i f i ca l ly  iden t i f i ed  i t em by 
i t emandreques ted  as newmanagemen treques t s  at The ! 9 5 3  
analys t  rev iew.------> 

5.  	 The 1981 Adjus tedApprovedamountwi l lbede termined  by adjus t 
ing  the  mos t  r ecen t  1981  approved  amoun t  (F ina l  Admin i s t r a t ive  
Ra te ,Admin i s t r a t ivePaymen tRa te ,  or  Proposed .Administrative 
Rate) for ac tua lvo lumevar i ances ,r e l evan tce r t i f i ca t e  of need  
a n do t h e r  legal changes ,andexcludingdeprec ia t ion  and lease 
costs in t h e  P l a n t  cost c e n t e rI n r e r e s t ,m a l p r a c t i c ea n du t i l i t y  
costs. Th i sAdjus t edApprovedamoun twi l lbecompared  IO :he 
1981 a c t u a l  costs less peer  compar ison  cha l lenges  ana  exc lus ive  of 
dep rec i a t ion  and  l ease  costs in  the  Plant cost c e n t e r  malpractice 
and  u t i l i t y  costs. If the a c t u a l  COSTS are in  excess  of t h e  adjusted 

amount ,  the a m o u n t  of excess is theApproved  Overspending 
cha l lenge .Theoverspendingchal lengewi l lbeincreased  by :he 
economic  factor a n d  d e d u c t e d  from t h e  r e a s o n a b l e  costs for  1953. 
This  ad jus tment  will b e  m a d e  s e p a r a t e l y  for the non-physician ana 
physician portions.  No t rade-of fs  wi l l  be  a l lowed.  

6. 	 Separa t eana lys i swi l lbemade  of ?hereasonableness  of e m e r 
gencyse rv icescos t s  for inclusion in inpa t ien tra tes .Cl in icand  
o u t p a t i e n t  COSTS wi l l  no t  be  inc luded  in  the  inpa t i en t  r a t e s  

7. 	 Physicians 'compensationwill  be . .valuatedseparately as describ
e d  in S e c t i o n  1 2  b e l o w ,  a n d  t h a t  s o r t i o n  of a hospital 's  cos1 will  be 
sub jec t  io  a s e p a r a t e  C O S T  c e i l i n g  

3. 	 Any p lann ingregu la t ionimplemen teddur ing1951 ,  1952, or 1353 
will b e  acounted for  by a p p r a p r i a t e  a d j u s t m e n t s  t o  t h e s e  cares. 

c 




10. A hosp i t a l  e i the r  i t s  A l t e rna temay  accep tP roposed  Ra te  or 
proceed  to a reviewwiththeAnalyst .Requestforaddi t ional  
cos t s  fo r  managemen t  changes  mus t  be  ju s t i f i ed  b y  a f u l l  p r e s e n  
t a ton  of the  do l l a r  va lue  of t h e  b e n e f i t s  a n d  a comple t e  exp lana 
t ion of anyo the rbene f i t sr e su l t i ngf romtheprogramwhich  
canno tg iven  a dol larbe  value.  If t h eh o s p i t a la c c e p t st h e  
P r o p o s e da l t e r n a t eR a t e ,t h i sb e c o m e st h eF i n a lA d m i n i s t r a t i v e  
Ra te .  

11. 	 T h eD e p a r t m e n tm a yp e r f o r m  a de ta i ledon-s i terev iew of c o s t s  
a n d  s t a t i s t i c s  to ve r i fy  cons i s t en t  r epor t ing  of da t a  and  ex t r ao rd i 
nary  var ia t ions  in  da ta .  The  hospi ta l  may ask  the  Depar tment  to 
reconsider i ts  f indings.  The decision will  be made by the Director 
ofHeal thEconomicsServicesandmaybeappealedaccording to 
Sec t ion  14 below. 

12. 	 Ahospi ta l ' sAdminis t ra t ivePaymentRate(APR)wi l lbeissued  
subsequen t  t o  the  comple t ion  of the  r ev iew wi th  the  Ana lys t .  The  
rev iewwil lbeunder taken  in acco rdancewi thp rocedureses t ab 
lishedbyHealthEconomicsServices.  If t h e  h o s p i t a l  a c c e p t st h e  
Adminis t ra t ivePaymentRate ,th i sbecomestheFina lAdmin
i s t r a t ive  Paymen t  Ra te .  

13. hospi ta l  appea lA may i t s  PaymentAdminis t ra t ive  Rate  as 
out l ined in  Sect ion 14, Appeals. 

7. Computa t iona lTechniques  

A. 	 Forthepurpose  of de ta i ledanalys is  of hospi ta l  costs, cost c e n t e r s  are 
separa ted  in to  four  leve ls :  

1. 	 Level  I c o s tc e n t e r sa r et h o s et h a tc a nb eg r o u p e df o ra g g r e g a t e  
tests of reasonableness .  These are c o s t  c e n t e r s  for which a good 
d e a l  of commona l i ty  ex i s t s  among  s imi l a r  hosp i t a l s  and  fo r  wh ich  
reasonable  uni t s  of s e r v i c e  c a n  b e  d e f i n e d .  

2. Level  2 c o s t  a r e  f o r  c o m m o n a l i t yc e n t e r s  t h o s e  w h i c h  e x i s t s  
among s imi la r  hospi ta l s  and  uni t s  of s e r v i c e  are avai lable .  

3. 	 Level  3 cost c e n t e r s  i n c l u d e  t h o s e  t h a t  are no t  r ead i ly  comparab le  
among s imilar  hospi ta ls .  These cost centers  wi l l  be  rev iewed only  
for the  r easonab leness  of proposed cost increases .  

5. 	 Level % c o s t  c e n t e r s  a r e  t h o s e  t h a t  h a v e  no Sear ingondetermina-
Tion of inpa t ien t  payment  ra tes .  

exhibi t  I, "Cos tCenterRecord"shows cost cen te r sandthe i rana lys i s  
level. 

0. 	 In o r d e rt oe l i m i n a t et h e  effects of geograph iccompensa t iond i f f e ren 
t i a l samonghosp i t a l s  invarious areas, compensa t ion  costs willbe 
equal ized  in ana lyz ing  and  compar ing  cost c e n t e r s  costs. 

equal iz ing  be  separa te ly  the1. Compensa t ion  wi l ldone  u t i l i z ing  



t e n  (10) l abor  marke t  areas. (See  Exhib i t  11). 

2. 	 Eachhosp i t a l ' sac tua lto t a lemployeecompensa t ionwi l lbeequa l i 
zed by mult iplying total employee  compensa t ion  by  an  index  t h a t  
i st h er a t i o  of t h es t a t e - w i d e  to t h ea r e a - w i d em e d i a n  rates. 
To ta lemployeecompensa t ioninc ludessa l a r i e sandf r ingebene 
fits. Included in f r i n g e  b e n e f i t s  i s  t h e  v a l u e  of free and subsidized 
m e a l s  a n d  t h e  i m p u t e d  v a l u e  of self- insurance.  

3. 	 T h e  total equa l i zedcos t s  of e a c h  cost c e n t e ra r ec a l c u l a t e d  by 
adding  suppl ies ,  se rv ices ,  o ther  expenses ,  deprec ia t ion  and  leases  
to e q u a l i z e d  t o t a l  c o m p e n s a t i o n  a n d  s u b t r a c t i n g  e x p e n s e  r e c o v e r 
ies. This total i s  then  d iv ided  by  the  uni t  of serv ice  spec i f ied  in 
Exhibi t  I to c a l c u l a t e  u n i t  costs for Level  I and  I1 cost cen te r s .  
These  un i t  costs are used to quan t i fy  p re sen t  cost l eve l s  t ha t  will  
b e  q u e s t i o n e d  as presumptively unreasonable .  

Unit  costs f o r  e a c h  cost cen te r  i n  each  hosp i t a l  are ca l cu la t ed  and  
ana lyzed  wi th in  appropr i a t e  pee r  g roup ings  spec i f i edin Exhibit I. 

For e a c h  cost c e n t e r  in a hosp i t a l ,  t he  amoun t  to be  cha l lenged  
wi l lbe  all c o s t sa b o v et h er e a s o n a b l e n e s sl i m i te s t a b l i s h e d  in 
Exhibi t  I. In o rde r  to explain a cha l l engedamoun t ,thehosp i t a l  
must explain total costs w i t h i n  t h e  COST c e n t e r .  

The  d i sa l lowed  are c o n v e r t e damoun t s  f r o m  a compensa t ion  
bas is  to the  repor tedequal ized  hospi ta l ' s  bas i s  so t h a tt h e  

amountsd isa l lowedfor  a p a r t i c u l a rh o s p i t a la r ec o n s i s t e n tw i t h  
t h e  a c t u a l  d o l l a r s  r e p o r t e d  o n  t h eSHARE Ac tua l  Forms. 

Reasonableness  Tes t -Peer  Compar isons  

. 


8. 

A. 

a. 

C. 

D. 

E .  


If t h e  e q u a l i z e d  actual costs of Level  I Gene ra l  Se rv ices  cost c e n t e r s  
a r e  less t h a n  113 p e r c e n t  t h e  s t a t e - w i d e  m e d i a n  costs pe r  pa t i en t  day ,  
t h e n  t h i s  s e g m e n t  of t h e  a c t u a l  costs wi l l  be  p re sumed  reasonab le .  

If t h e  e q u a l i z e d  a c t u a l  cost of Level  I Anci l lary Services  cost c e n t e r s  
a r e  l e s s  t h a n  110 percen t  t he  ca t egory  med ian  cos t  pe r  admiss ion ,  t hen  
t h i s  s e g m e n t  of the  p ro jec t ed  cos t s  w i l l  be  p re sumed  reasonab le .  

If t h e  e q u a l i z e d  a c t u a l  c o s t s  of t h e  L e v e l  I I n p a t i e n t  C a r e  cost c e n t e r s  
are less  than  110 percen t  t he  s t a t e -wide  med ian  costs p e r  p a t i e n t  day,  
t h e n  t h i s  s e g m e n t  of t h e  a c t u a l  c o s t s  w i l l  b e  p r e s u m e d  r e a s o n a b l e .  

If t he  equa l i zed  Leve l  I u n i t  c o s t s  of any  o f  t he  above  c lus t e r s  exceeds 
t he  r easonab leness  sc reen ,  t hen  the  cos t s  in e x c e s s  of t h a t  s c r e e n  s h a l l  
becons ideredpresumpt ive lyunreasonable .Peercompar isons  shall b e  
m a d e  at  t h e  cost c e n t e r  l e v e l  in o rde r  to p rov ide  de t a i l ed  suppor t  fo r  
t h e  a m o u n t s  c h a l l e n g e d  i n  t h e  c l u s t e r .  T h e s e  c a t e g o r y  a n d  r e a s o n a b l e 
ness  l imi t s  are specifiedinExhibit  I ,  "Cost Center  Record" .  The  costs 
r ev iewed  are cove red  inpa t i en t  costs as g iven  by SHARE Form F, 198I 
ac tua l .  

Level  11 cost c e n t e r s  a n d  p h y s i c i a n  costs ( inc luding  f r inge  benef i t s  bu t  
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not  equal ized)  wil l  be analyzed separately.  They wil l  not  be included in 
t h e  t o t a l s  ana lys i scos tc l u s t e r  n o r  in the  by  cen te r  of c lus t e r  
cha l lenges .Thechal lengera t iowi l lbetha tspec i f iedonExhib i t  I f o r  
e a c h  c o s t  c e n t e r .  

F. 	 BasePeriodChal lengeswil lbedeductedfromtheactualbasebefore 
making  subsequent  rev iew s teps .  

Volume Changes 

Reasonable  resul t ing volume wil lchanges  in expenses  f rom changes be 
de t e rmined  by ca l cu la t ing  fo r  each  cos t  cen te r  in each  hospi ta l ,  the  por t ion  
of the  budge ted  change  tha t  i s  accoun ted  fo r  by  changes  in volume, using the 
volumevar iab i l i tyfac torsspec i f iedinExhib i t  I, andthefol lowinguni ts  of 
service.  

A. Inpat ient  used  the  cos tadmissions wil l  be  for  fo l lowing  centers :  _ 

9. 

Anesthes ia  

Blood Bank 

Cardiac Catheterization 

Centra l  S te r i le  Supply  

Del ivery  and  Labor  

Dialysis 

Electrodiagnosis  

Labora tory  

Nuclear  Medicine 


Opera t ing  and  Recovery  Rooms 

Other  Physical  Medicine 

Pharmacy  

Physical  Therapy 

Radiology 

Respi ra tory  Therapy  

Therapeut ic  Radiology 

Fiscal  

Medica l  Records  


Admissions from t heemergencyroomwi l lbeusedfo rtheinpa t i en t  
port ion of the  emergency  room cos t  cen te r .  

B. Pa t ien t  days  wi l l  be  used  for  a l l  o ther  cost cen te r s .  

C. 	 In makingthesecalculat ionsphysicians fees wi l lbecons ideredvar iab le  
and physician salaries fixed. 

base  of making calculat ions for the  Al te rna t iveD. 	 The these proposed  
Ra tewi l lbe1981ac tua lcos t s  less anybaseperiodchal lenges.  The 
vo lume  change  wi l l  be  ca l cu la t ed  on  the  bas i s  of the  inc rease /dec rease  
of 1983 pro jec ted  pa t ien t  days  or admiss ions  compared  to 1981 ac tua ls .  

Reasonableness  Tests-Increases  Due to  Economic  Fac to r s  

.A. 	 TheCommissionerwil ldevelopandpromulgateanindustry-wideeco
nomic  facer to accountforpresumpt ive lyreasonableincreases  in 
expensesduetoinf la t ion ,compensa t ionincreases ,andotherfac tors  
increasing costs .  

B. 	 In e s t ab l i sh ingre imbursemen tra t e s ,t heCommiss ione rsubsc r ibes  to 
t h ev i e wt h a td e t e r m i n a t i o n  of compensa t ionra tesi s  a m a n a g e m e n t  
prerogat ive.  Accordingly,  the Commissioner  is t ak ing  the  pos i t i on  tha t  
compensat ionincreasesinexcess  of theeconomicfac to rshou ldbe  
made  only  through improved  u t i l i za t ion  of personnel ,upgrading of t h e  
qua l i t y  of employees,  increases  in  product ivi ty ,  and other  cost con ta in  
men t  e f fo r t s .  
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C. 	 Thiseconomicfac torwi l lbeappl iedglobal ly  to to t a lcove redinpa t i en t  
costs exc lus ive  of: 

1. 	 Mor tgage ,ando the rfac i l i t yin t e re s tcha rged  to t h eP l a n t  cost 
cen te r .  

2. Deprec ia t ion  lease  for  moveableand  cos ts  bu i ld ing ,major  and  
o the r  misce l l aneous  equ ipmen t  r epor t ed  in the plant cost c e n t e r .  

period3. Base challenges.  

4. Malprac t iceInsuranceandUt i l i ty  Costs. 

D. In t e re s t  w i l ls c reened  the  in t e re s tr a t e s  be  aga ins t  p reva i l i ng  r a t e  
ava i lab le  through re f inanc ing  of d e b t  a n d  t h e  cost of re f inanc ing .  

Managemen t  Inc reases  

Increasesinthein tens i ty  of a pa r t i cu la rse rv ice  or for o t h e rp r o g r a m a t i c  
changes  deemed  necessa ry  by  the  managemen t  of the  hospi ta l  wi l l  be  a l lowed 
a u t o m a t i c a l l y  in accordance  wi th  the  formula  out l ined  be low.  The  amount  to 
beal lowedwil lbedeterminedusing a cost c e n t e r  by cost centeranalysis :  
h o w e v e r ,t h em a n a g e m e n t  of thehospi ta lshoulduse  its ownd i sc re t ion  in 
de te rmining  how to a l loca te  these  mon ies  to t h e  v a r i o u s  d e p a r t m e n t s  of t h e  
hospi ta l  in  order  to b e s t  m e e t  t h e  n e e d s  of the  pa t i en t s .  

For each  hosp i t a l  a compar ison  sha l l  be  made  of  the  uni t  cost of each  Leve l  
and  Level  I1 c o s t  c e n t e r  to the  med ian  cost a n d  a d j u s t m e n t s  wi l l  b e  m a d e  to  
i n c r e a s e  t h e  b a s e  year cos t s  as follows: 

Hospital's Un i t  IS: Al lowanceCos t  

equal  t o  or g r e a t e rt h et h a nm e d i a n  

equal  to o r  g r e a t e r  t h a n  95% of the  median ,  
bu t  less t h a n  t h e  m e d i a n  

equa l  to or g r e a t e r  t h a n  90% of ?he median,  
bu t  less t h a n  95% of t h e  m e d i a n  

equal  to or g r e a t e r  t h a n  80% of the  median ,  
bu t  l e s s  t han  90% of t h e  median 

than  l e s s  m e d i a nof t h e  

0 

1 

2 

3 

4 

Thisadjus tmentsha l lbemadesepara te ly  for physicianandnon-physician 
s e c t o r s ,  a n d  t h e  m a n a g e m e n t  of the  hospi ta l  should  not  t rade-of f  the  a l lowed 
costs b e t w e e n  t h e s e  two  sec tors .  

Thesea l lowancesmay be  appea ledinaccordancewi thSect ion  6.B, I tem 4, 
above.Shouldthehospi ta lpursuesuchanappeal ,  it will be a t  r isk for t h e  
a d j u s t m e n t s  m a d e  in a c c o r d a n c e  wi th  the  formula  g iven  above .  
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